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SUBJECT: COST OVERRUNS: PHILIPPINE POWER PROJECTS 

USADB 

FOR NAC AGENCIES 

SUMMARY: BIDS RECEIVED FOR FIRST AND SECOND MINDANAO 
POWER PROJECTS INDICATE SUBSTANTIAL COST OVERRUNS. 
DESPITE OMISSION OF SOME TRANSMISSION COSTS (ABOUT 
$6.0 MILLION FOREX) FROM ORIGINAL SCOPE OF FIRST 
PROJECT AND EXPECTATION THAT EXIMBANKOF JAPAN WILL 
FINANCE 85 PERCENT (ABOUT $10.2 MILLION) OF BID PRICE 
FOR TURBINE/GENERATORS FOR SECOND PROJECT, COST 
OVERUNS FOR TWO PROJECTS EXPECTED TO TOTAL $24.4 
MILLION. PHILIPPINE GOVT HAS ASKED ADB TO FINANCE 
THIS AMOUNT. APPRAISAL OF SUPPLEMENTARY LOAN PROPOSAL 
TO FINANCE COMBINED COST OVERRUNS NOW UNDERWAY BY 
BANK AND WILL BE SUBMITTED TO BOARD SUBSEQUENTLY. 

1. ADB DOC. IN 16-75 ENTITLED "FIRST AND SECOND 
MINDANAO POWER PROJECTS (LOANS NOS. 77-PHI AND 
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2. BANK’S INFORMATION DOCUMENT NOTES THAT $23.4 
MILLION LOAN WAS APPROVED IN NOVEMBER 1971 FOR 
FIRST MINDANAO POWER PROJECT AND $21.0 MILLION LOAN 
IN JULY 1972 FOR SECOND MINANAO POWER PROJECT, BOTH 
FROM ORDINARY CAPITAL RESOURCES. BIDS RECEIVED 
FOR TWO PROJECTS INDICATE THAT FOREX REQUIREMENTS 
WOULD SUBSTANTIALLY EXCEED LOAN AMOUNTS. 

3. IN APRIL 1974 PHILIPPINE GIVERNMENT (GUARANTOR) 

REQUESTED BANK TO FINANCE ESTIMATED $18.4 MILLION 
FOREX COST OVERRUN OF FIRST MINDANAO POWER PROJECT. 

ALL CONTRACTS HAVE NOW BEEN AWARDED EXCEPT FOR SUB- 
STATION EQUIPMENT, WHICH IS CURRENTLY UNDER EVALUA- 
TION. SUBSEQUENTLY, ACCORDING TO DOCUMENT, IT WAS 
PROPOSED TO OMIT AGUS-COTABATO-GENERAL SANTOS 138 KV 
TRANSMISSION LINE (INCLUDING CERTAIN 69 KV LINES) 

FROM ORIGINAL SCOPE OF PROJECT. RESULTING COST 
OVERRUN, AFTER PROPOSED OMISSION (ABOUT $6.0 MILLION FOREX 
COST REDUCTION) TAKEN INTO ACCOUNT, 

NOW ESTIMATED AT $13.0 MILLION BY NATIONAL POWER 
CORPORATION (NPC), THE EXECUTING AGENCY. 

4. ON JANUARY 21, 1975, BANK RECEIVED APPLIATION 
FROM NPC TO FINANCE FOREX COST OVERRUN OF SECOND 
MINDANAO POWER PROJECT. FOREX COST OF PROJECT NOW 
ESTIMATED AT $42.6 MILLION INSTEAD OF ORIGINAL 

$21.0 MILLION, OR INCREASE OF $21.6 MILLION. HOWEVER, 
EXIMBANK OF JAPAN IS EXPECTED TO FINANCE 85 PERCENT 
(ABOUT $10.2 MILLION, OF BID PRICE FOR TUBINE/GENERA- 
TORS, LEAVING ABOUT $1 1 .4 MILLION FOR PROPOSED 
FINANCING BY BANK. HENCE, ADDITIONAL BANK FINANCING 
IS BEING REQUESTED FOR NET ADDITIONAL $24.4 MILLION 
FOR TWO PROJECTS. 

5. BANK JUSTIFYING COMBINING TWO COST OVERRUNS FOR 
SUPPLEMENTARY LOAN PROPOSAL BECAUSE THEY COMPLEMENT 
EACH OTHER AND CONSTITUTE ONE INTEGRAL POWER 
DEVELOPMENT PROGRAM FINANCED BY BANK IN TWO STAGES. 
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FIRST AND SECOND MINDANAO POWER PROJECTS EXPECTED 
TO BE COMPLETED BY MAY AND JUNE 1977 RESPECTIVELY. 

BY COMBINING TWO COST OVERRUNS INTO ONE SUPPLE- 
MENTARY LOAN PROPOSAL, BANK ASSERTS 
IMPLEMENTATION WOULD BE EXPEDITED AND ECONOMIC USE 
OF STAFF WOULD BE MADE. 

6. DOCUMENT CONCLUDES THAT APPRAISAL OF COMBINED 
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SUPPLEMENTARY LOAN PROPOSAL IS UNDERWAY AND WILL 
BE SUBMITTED IN DUE COURSE FOR BOARD CONSIDERATION. 

APPRAISAL WILL DEAL WITH WHETHER OTHER SOURCES 
OF FINANCING ON REASONABLE TERMS ARE A VAIL ABIE. 

SULLIVAN 
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